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Phone Giants Discover

i The Interactive Path

Is Full of Obstacles

Films on Demand? For Now.
VWhat dMost VWill Offer Is
Old-Fashioned Cable TV

—

" Headaches of the Hardware

By Lescte Cavtey
Stalf Repnrter of Tur Wall STReVT Jutnal

DOVER TOWNSHIP, N.J.—Whea engi-
neers sent 3 {est call over 8ell Atlantic
Carp.’s new video network here a while
back, the picture came through bdeauti-
(ully. Su did the sound.

Just one tiny problem: They dida't
arrive 2t the same lime. [t looked like a
badly dubbed {oreizn movie,” recalls Law-
rence Babdbio, Bell Atlantic’s vice chair-
man. Last month, engineers [inally (ixed
the glitch. ~[t's almost perfect.” Mr. Bab-
bio say's hopefully.-”

The Babdy Bells’ video networks wece
supposed to de spewing out interactive (are
10 1 (2w miltion homes dy now, but they are
barely off the drawing board. Humpered
by technical snags, soaring costs and
regulatory hurdies, the Babdy Bells and the
cable-(elevision giants as well are nowhere
near making good.on their much-hyped
promises 0 build interactive networks
agross their regions.

Holding Back

Now, many of these telccommunica-
tions titans are in retreat. The market
triafs once hailed as the start of a commer-
cial {aunch have deen scaled back, and
some Bells s3y they area’t sure they will
build the systems a¢ all. Two Baby Bells
have scrapped applications to the Federal
Communications Commission o erect in-
teractive networks, derailing almost {wo
years of agency review. A third 8ell woa
approval - then guietly ditched its plans.
All the Bells are more interested in deliver-
ing unadorned cable-TV service (oc the
next (ew years, then witing (o sce
whether consumers will demand more.

And s9 interactive {are from the 8eils
that combines video and telecommunica-
tions seems uplitely to reach even one-
. households until well alter
the year2000. Just aiming for the 25% mark
in the next seven years “would be vecy
optimistic,” says Walter Rickard. chair-
man of Nynex Corp.’s multimedia group.

How tould the Bells have been so
wrong? The main reason is they vastly
underestimated the difliculty of the under-
_taking. In light of that, their ardor to offer
"interactive services has cooled. So has the
enthusnasm of their cable rivals.

MONDAY, JULY 2+,

1995

Wiy

Oax.

MagreaNne

The Sells had fear2d that 2 cadlz-indus-
try movz into (wo-way networks — provid:
inz home shopping. movizs on czmand,
games and evea phone calls — could
threatzn their monopoaly oa {ocal (2(ephone
servica. Cabis companies likewise had
{retied tha( (he phone gianes could ¢se
interactive networks (g offer beeled-up
laca! cabis service.”

'Back (o Basics’

Bul it may well de awhile before cithar’

side makes good on those grandiose prom:
ises. resulling in a (ading sense of uc-
gency. ~Everybody's getting dack (o da-
sics.” says Peter Price, pr!stden( of Lid
erty Cable Television (nc. in New York.
Sweeping deregulation of the telecom:
municalions business, which could be 2p-
proved by Congress this year, may further
detour the much-hyped highway. The Bells
would have (o [ocus on defending their hald
on local phone service, which stilt provides
907 of their pro(its. They also would g2ar

’ up lo enter the long-distance market — 3

business they already know and a mauch
safer det than interactive networks.

The Bells have been proclaiming bold.
specific roliout plans for interactive serv-
ices for aimos¢ (wo years. Seil Atlantic had
vowed (o link up 1.2 million homes by the
end of this year. 50 {ar, it doesa’t have 2
sinple commercial customer. U S West
[n¢.. the Denver-based Bell. had plans to
wire §00.000 homes by year's end but has
only 135 homes in a Irial, and none get
interactive fare. Pacific Telesis Group is
ruaning a year or more behind schedule in
California. Ameritech Corp. of Chicaga is
alsa lageing, slashing its one-million-home
target for 1996 (o 200.000 and aiming (o
detiver only regular cable service at first.

Ambitious Plans

. Cabhle operators have reneged on {heir
grand schemes, toa. For example. Time
Warner {nc.’s much-baliyhooed test of in-
teractive services in Orlando. Fla., serves
onlyabout 39 homes. {ar short{of the 4.000 it
had planned. Time \Varmer says it will wire
all 4.80¢ by Christmas.

Bul the Baby Bells had the most ambi-
tious plans, and their sophisticated nei-
works gave them the infrastructure and
expertise (0 {ead the way {0 the so-called

. Interactive Age. All seven Bells say (hey
will offer interactive video services in the

futisre, The question is when,

The digges( obstacie is cost. ~{U’s like
going (o the moon.” technically possible
but economically infeasible. says Mary
Modahl of Forrester Research Inc. She
says it now would cost nearly double the
31,000 per home that most Bells hope (o
spend to wire up interactive {are.

One of the rostliest, mos! time-consum-
ing tasks is also one of the most basic:
installing new phone lines that can handle
video. Aore than 30% of the Bells” 2.7
million miles of relephone lines is anti-
quated copper wiring that can’t (ransmit
{arge volumes of video signals.

Fiber-optic lines can easily do it. but
thev are expensive (o insiall and reguire
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costly gear (o zap laser bits around at the
spe2c of light. Rewiring all of the U.S. with
such lines would cost well over 120 bil-
lion —plus the cos¢ of billing systems. com-
puiars. boxas atop TV sels and the like.

The cost crunch and logistical hassies
play out on the manicured suburbun
streets here in Dover, where Bell Atlantic
has b2en stringing fiber lines to neighbor-
hoods. The paitern: ~Learn and fix it.
learnand fix it learnand fixit.” says John
Seazholiz. chief technology officer.

Stow Going

On a recent day, crews for Earthworm
inc.. a local drilling company, were scat-
tered on a side street, working from utility
blueprints and marking where water and
gas lines run. They bored narrow tunnels.
atiaching fiber-optic cables to special drill
bits to pull them back through the under-
ground passage.

Forall the sweat and effort, 2 good crew
can lay just 500 (eet of cable a day. So far,
Bell Atlantic crews have laid or strung
about 200,000 (eet of cable in Dover. with
more than a million feet to go. it took
almost two years o wire the first 5,000
homes here. and it will take another two
years (0 hook up the remaining 30,000
homes planned (or the network.

“It is laboc-intensive,” said Tom Woad-

“lev. Bell Atlantic's project manager in

Dover, surveying the scene before him.
“But there’s just no other way lo-do il.”

Bell Atlantic plans to turn on service in
Dover later this summer. Even then, it will
dgliver only garden-variety cable service
.without interactive capabilities. Those fea-
tures won'( come till late next year.

Overpromising by AT&T Corp. and
General Instrument Corp. have contrib-
uled to the delays at Bell Atlantic. AT&T
was (o provide a “video manager,” which
controls the look and delivery of video
services, while General Instrument would
make the digital boxes atop TV sefs. But
buth companies waffled on what they could
deliver and when, forcing Bell Atlantic to
keep pushing back its plans. Backsliding at
Bell Atlantic over equipment designs and
order volumes didn't help.

Rocket Science
" "None of us realized the complexity'” of

- buiiding interactive networks, says Mr.
. Seazholtz of Bell Atlantic. Both AT&T and

Geperal Instrument admit to the defays in
delivering equipment but say there were
valid reasons. “"We all wish it was easier to
do. but it is rocket science at this point.” a
General Instrument spokeswoman says.

- Bell Atlantic Wasset aside its applica-
tions to the FCC to build interactive net-
wOrks in six other markets. though it says
IU Intends to resubmit them later. It also
has invested in 2 “wireless cable” com-

- pany that will help it offer regular TV

service in some markets nex! year.
U 3 West has run into similar snags.

" Now 13 months behind schedule. it has

c_frapped its netwark applications at the
FCCtospend another year exploring finan-

c:zttenmnicaland regulatory issues hefare

¢2ciding whether (0 push ahaad.

The company’s much-waichad {esi in
Omaha. Neb.. now reacheas only 135 homes.
although the company has laid enough
fiber-optic lin2s to eventually ink up 30.000
households. But initially U S Westplans ©
offer only old-style cable service.

[ts executives say it isn't that they are
technically incapable of offering interacti-
vity ~ it just isn’t in the business plan vet.
“\Ve dida't want to get there that fast.”
says Lynn Streeter. 2 research director in
the Bell's advanced-technology group.

In the New York area, Nvnex unveiled
plans early last year to sell interactive fare
to (wo million homes by the end of 199.
Now, it has scaled back to at most 330,000
homes in two markats and may run late.
For the rest of the region. Nynex plans (o
deliver only regular TV service, via wire-
{ess cable, for now.

At Pacific Telesis, Vice President Tim
Harden says new-technology vendors,
anxious to land a sale, make grand claims,
only to have their equipment (ailin the lab.
~And these are hand-built prototypes.” he
says. “"You begin to wonder if the technol-
ogy works at that point.”

fn late 1993, Pacilic Telesis said it would
offer multimedia services to more than 1.3
million homes by the end of 1996. [t hasn't
made much progress. In trying to deliver
2ist-century technology. it must contend
with thousands of low-tech snags. The
Baby Bell has a checklist of 30.000 “"mile-
stones’’ it must pass by late next year (o
remain on schedule; so far, only about 23%
of them have been met. "In a massive
project like this, a fair amount of things
can go wrong,” Mr. Harden says.

Pacific Telesis crews have been busy
faying upgraded phope lines for over a
year. But they have yel to install any video
gear because the Bell lacked [ederal ap-
proval. The company. which first re-
quested FCC approval in December 1993,
got the green light only last week.

But an FCC approval doesn’t guarantee
that an interactive system will be built.
ameritech made plans in early 1994 to
defiver 2 “'virtually unlimited variety of
programming”’ (0 customers across the
Midwest and received blanket approval
from the FCC last December.

Customers are still waiting. The Chi-
tago Bell has reversed course and decided
to build plain old cable systems. It is
planning 2 new 80-channel cable system in
Plymouth, Mich., among other places, and
broke ground only eariier this month.

Ameritech’s executives szy the com-
pany isn’t making a2 U-turn on the vaunted
highway. Greg Brown, president of its
new-media group, says the performance of
the systems it is building “*will be un-
changed from what we had planned.” Yeta
spokesman admits that the systems won't
initially offer instant on-demand pro-
grams, video-based interactive hezlth-
careand “'distance learning”” —~ the kind of
services touted in press releases last
year.

Other Baby Be2ils have announcad lass

grandiose plans but are faring no better at
fullilling them. SBC Communications Inc.,
the Southwestern Bell based in San Anto-
nio. plans 2 network in Richardson, Texas.
that it hopes will eventually reach 47,000
homes. So far, it hasn’t broken ground but
plans (o wire 1.500 homes by year end.

BellSouth Corp. of Atlanta, the most
ciccumspect on  in{ormation-highway
hoopla {rom the start, plans a small (rial in
Chamblee. Ga.. and recently started con-
struction. It has asked FCC permission (o
build 2 small cable system on Daniel
Island, S.C.. serving 7,000 homes.

Despite the setbacks, says Tom Bystr-
zycki. an executive vice presidenc at U S
West, “\We still believe the full-service
networks will be built. But what we've
learned is that these builds take time.”
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